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R. Gerard Salemme Suite 1000

Vice President - Government Affairs 1120 20th Street, N.W.
Washington, DC 20036
202 457-3118

FAX 202 457-3205
July 24, 1996

Mr. William F. Caton A e RECEIVE D

Afe
Acting Secretary S ,
SQLETT .
Federal Communications Commission “"*’/fﬁ%ﬁg[ JUL 24 1996
1919 M Street, N.W. FEDERAL COMMUNCATIONS SSION
Room 222 OFFICE OF SECRETARY

Washington, D.C. 20554

Re: Ex Parte Presentation -- CC Docket No. 96-98
Implementation of the Local Competition Provisions of the
Telecommunications Act of 1996

Dear Mr. Caton:

On Wednesday, July 24, 1996, Bruce Cox, Joel Lubin and I met with
Richard Metzger, Larry Atlas, Donald Stockdale, and Anna Gomez to discuss
AT&T's previously stated position in the above cited proceeding. The attached
material was furnished to the attendees.

Two copies of this Notice are being submitted to the Secretary of the
FCC in accordance with Section 1.1206(a)(1) of the Commission’s rules.

Sincerely,

S

Attachment

cc:  Richard Metzger
Larry Atlas
Donald Stockdale
Anna Gomez

Na. of Copies rec'd &?\
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COLLECTION, CC: 80-

romaumwamss - ADIUSTIBIERAL COMMUNCATIONS COMMSSION

CLP por mo. CUP por mo. OFFICE OF SECRETARY
MOUSTRY 1804 1004
ALABAMA 2204 21.2%
ALASKA ) 31.00 20.04
ARIZONA 23.% 21.83
ARKANSAS 28.18 26.55
CALIFORNIA 17.21 16.16
COLORADO 21.70 20.36
CONNECTICUT 2032 19.08
DELAWARE 178 18.74
DISTRICT OF COLUMBIA 842 599
FLORIDA 25.10 2362
GEORGIA 25.88 24.63
HAWAI 208 21.30
IDAHO 2596 2431
ILLINOIS 13.95 12.06
INDIANA, 18.26 17.80
TOWA 18.82 15.85
KANSAS 387 2234
KENTUCKY 24.52 23.90
LOUISIANA 2583 24.45
MAINE 2812 28.20
MARYLAND 17.82 18.85
MASSACHUSETTS 1877 17.61
MICHIGAN 18.90 17.49
MICRONESIA 56.80 54.25
MINNESOTA 18.05 17.04
MISSISSIPPI 28.88 27.87
MISSOUR! 21.02 20.08
MONTANA 28.92 25.25
NEBRASKA 18.04 16.87
NEVADA 15.53 14.44
NEW HAMPSHIRE 27.89 28.02
NEW JERSEY 16.89 16.93
NEW MEXICO 26.09 24.51
NEW YORK 21.98 20.63
NO CAROLINA 25.10 23.68
NORTH DAKOTA 21.96 20.66
OHIO 18.94 17.58
OKLAHOMA 23.00 21.80
OREGON 23.00 21.50
PENNSYLVANIA 17.82 18.82
PUERTO RICO 273 28.37
RHODE ISLAND 19.10 179
SOUTH CAROLINA 382 21.32
SOUTH DAKOTA 20.40 19.27
TENNESSEE 22.40 21.18
TEXAS 202 20.76
UTAH 17.39 16.35
VERMONT 31.93 29.74
VIRGIN ISLANDS 46.70 43.45
VIRGINIA 21.00 19.77-
WASHINGTON 19.59 18.24
WEST VIRGINIA 30.12 28.45
WASCONSIN 18.32 17.01
WYOMING 32.81 30.86
TOTAL INDUSTRY 20.69 19.45



USF DATA
COLLECTION, CC: 80-
288 FILED ON 9/20/85.

FORM USF3013-0. ADJUSTED
C\LP per mo. C\LP per mo.
RBOC STATE 1004 1904

w DEERREDTSEEEEPNESREEEE THSEERERLEEEASEENES
SOUTH CENTRAL BELL-AL ALABAMA 2024 19.66
MOUNTAIN BELL-ARIZONA ARIZONA 24 20.99
SOUTHWEBTERN BELL-ARKANSAS ARKANSAS 48 3.44
PACIRIC BELL CALIFORNIA 14.79 13.92
MOUNTAIN BELL-COLORADO COLORADO 21.45 20.13
DIAMOND STATE TEL CO DELAWARE 17.83 18.74
CAPTELCOOFWADLC. DISTRICT OF COLUMBIA 8.42 599
SOUTHERN BELL-FLORIDA FLORIDA 25.83 24.18
SOUTHERN SELL-GEORGIA GEORGA 25.12 2394
MOUNTAIN BELL-IDAHO IDAHO 21.74 2046
PACIFIC NORTHWEST BELL-IDAHO IDAMO 28.52 25.05
LLINOIS BELL TEL CO ILLINOIS 1288 11.63
INDIANA BELL TEL CO INDIANA 17.47 15.72
NORTHWESTERN BELL-IOWA IOWA 1358 12.62
SOUTHWESTERN BELL-KANSAS KANSAS 21.02 19.84
SOUTH CENTRAL BELL-KENTUCKY KENTUCKY 2340 20
SOUTH CENTRAL BELL-LOUISIANA LOWNBIANA 24.33 2%
NEW ENGLAND TEL.-MAINE MAINE 2025 28.29
C & P TELEPHONE CO OF IMRYUND MARYLAND 17.82 18.84
NEW ENGLAND TEL.-MA MASSACHUSETTS 18.77 17.60
MICHIGAN BELL TEL CO MICHIGAN 17.41 18.04
NORTHWESTERN BELL-MINNEBOTA MINNESOTA 17.47 1829
SOUTH CENTRAL BELL-MISSISSIPP! MIBISSIPPI 28.50 27.22
SOUTHWESTERN BELL-MISSOURI! MISBOURI 17.31 18.85
MOUNTAIN BELL-MONTANA MONTANA 22.09 2227
NORTHWESTERN BELL-NEBRASKA NEBRASKA 16.34 15.40
NEVADA BELL NEVADA 20.61 19.21
NEW ENGLAND TEL.-NH NEW HAMPSHIRE 27.81 2598
NEW JERSEY BELL NEW JERSEY 16.64 15.71
MOUNTAIN BELL-NEW MEXICO NEW MEXICO 22.88 2242
NEW YORK TELEPHONE NEW YORK 2205 20.70
SOUTHERN BELL-NORTH CAROLINA NO CAROLINA 25.83 24,84
NORTHWESTERN BELL-NORTH DAKOTA NORTH DAKOTA 20.10 18.74
OMIO BELL TEL CO OoHIO 17.72 16.26
SOUTHWESTERN BELL-OKLAHOMA OKLAHOMA 20.61 19.39
PACIFIC NORTHWEST BELL-OREGON OREGON 21.99 20.57
BELL OF PENNSYLVANIA PENNSYLVANIA 16.78 18.81
NEW ENGLAND TEL.-RI RHODE ISLAND 18.10 17.91
SOUTHERN BELL-SOUTH CAROLINA SOUTH CAROLINA 31.08 29.40
NORTHWESTERN BELL-SO DAKOTA SOUTH DAXOTA 18.68 17.45
SOUTH CENTRAL BELL-TENNESSEE TENNESSEE 22.50 21.24
SOUTHWESTERN BELL-TEXAS TEXAS 19.76 18.72
MOUNTAIN BELL-UTAH UTAH 16.75 15.74
NEW ENGLAND TEL.-VT VERMONT 2.1 30.54
C & P TELEPHONE COMPANY OF VIRGINIA VIRGINIA 19.60 18.49
PACIFIC NORTHWEST BELL-WASH WASHINGTON 17.00 15.87
C & P TELEPHONE COMPANY OF W VA WEST VIRGINIA 28.91. 2738
WISCONSIN BELL WISCONSIN 15.69 14.33
MOUNTAIN BELL-WYOMING WYOMING 31.80 2986

RBOC TOTALS 19.30 18.14
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1. Adjustrments macie io the booled (embedued) amaunts reported by the LECs
on the Universel Servite Daia Collection Form. The adhustments 10 selected
acooums eflectively reimove the “retall” portien of the embedded costs from the
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with Land & Bulidings, Fumiture & Artworks, Office
-Eqwm-mmd Purposs Computer expenses.
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were removed from calculation of an adjusied average cost per loop
 NetworkOperations Eixpenses are associated with Power, Network o
Administration, Testing, Plant Operations Administration anti Engineering.

~The avoided cost modse! only addreesed Account 6533 - Testing, and Account
6534 - Piant Operatidhs Administration. Work will be done to sstimate what -

" portion of total Accoust 8530 these sxpenses represent. By including ali

Aeeoumssaouumammmmm our adjusted loop cost may
bﬂundim.

28% of the booked wrhou mmmmmmmm
cost per:loop. mmmm Planning, General,
A&niﬁmﬂm-um External Relations, Human Resources,

information Management, Legal, Procurement, Ressarch and Development,
Other General and Administrative, mmmmm
Receivable.
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Advertising are llimhisnecm.mt. , , _'
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WHO IS REALLY COMMITTED TO
UNIVERSAL SERVICE?

UNIVERSAL SERVICE FUND - The most recent tariff filed by
NECA (5/17/86) contains rates for the USF for the period 7/1/96
through 12/31/95 quantifies an annual USF of $753.1M in 1996.
The fund is paid for only by IXCs that have in excess of 1/20th of
one percent of the nationwide presubscribed lines.

LIFELINE ASSISTANCE (End User Subscriber Line Charge
Waiver program and the Link-up program) - In the same tariff
filing, the annual Lifeline Assistance for 1996 is $167.6M, once
agsin funded solely by IXCs. The end user SLC waiver portion is
$148.2M and the Link-up is $19.4M. The total $167.6M is
recovered from IXCs. While the states may also ante up some
support from tax revenues or other sources to "match” what the
Federal contribution to the End User SLC waiver is (states are
required to match), the total federal subsidy of $167.6M is paid
for by IXCs.

Total federal USF and LA programs for 1996 amount to $920.7M.
This amount is funded by 47 IXCs whose presubscribed line
share (PSL) is more than 1/20th of one percent of the total.
Based on PSL share, an estimate is that AT&T will pay
approximately $617M, MCI $142M, Sprint $60M, LDDS 25M with
the remainder picked up the other 43 smaller IXCs.

In a broader view of universal service, IXCs of course are
required to pay significant subsidies in access charges. The
interstate CCL is approximately $3.5B, and the RIC is about
$2.58B.

AT&T has consistently been supportive of approp:'iatc subsidies
to low-income consumers. This has been articulated in the
Comments and Replies rendered in numerous CC Docket 80-
286 proceedings, and most recently in CC Docket 96-45.

The BOCs, on the other hand, have consister{tly taken moneys
from IXCs and spun a story that they and ONLY they are the
ones committed to preserving Universal Service.
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o Koy defined dutes for impiomenting the Telscommunivations Ast of 1996 are
Mlm*)-‘m'l (onbeldly recommendations).

o PFirst FCC dusivion on Doll antry inte long-distance: 4096-1097.

o We eupest pricsing and subekly deciviens to be even-handed but move indwetry
toward cost bask.

o FCC visws on Boll iong-distance entry uncisar. We axpect such sntry by mid-1997.

Charies W. Schaline, CFA
(€0 60-aa17

Timsthy K. Horan
(212) 126-5544




o Closing price of AT&T stock as of July 12, 1996 - 58 27/32, which equates
to 58.844.

o As of Monday's closing, the composite pricing showed AT&T at 51 5/8.

« As of 1:00 p.m. today (7/23/96), both the NYSE and the composite showed
AT&T at 51 1/8, or 51.125. This number reflects 2 loss of more than 13%
or $7.72 per share.

« This decline equates to a loss of $12.5B market cap or wealth to AT&T
investors in the past week alone.
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~--SUMMARY: -~ - mpeae et

* We have just fompleted a review of the longbdiltane. 1nduttzy which will
be published jpoday, July 22.

* The atudy reihforced our previous outlook that the agq:aqato
profitability|of the long-distance ocperations of the Tier 1 ca-panlou
will slow sighificantly and, for some companies suah as AT&T, decline
baginning in 1997/19%8,

* The basis for|these concerns is an to the fact that we believe that the
Tier 1 companies have mors to lose than they do to gnin tton the recent
Telecom Act of 1956 (see comments below)., "

* We reiterate pur 3M ratings on T, NCIC* and WIOM* and our 2M xating on
PON#. Howevef, we believe the both MCI and FON are priced at the point
where they cohld have a trading rally. -~ S

-=~0OPINION: ———

We have just completed an in-depth review of the lom stance industry

which will be piiblished today, July 22. The forces our previous

outloock that thp aggregate profitability of the long-distance opsrations
of the Tier 1 cpmpanies will slow significantly and, for some companies
such as ATET, decline beginning in 1997/1998, The basis for these concerns }
s our belief that the Tier 1 companies have more to lose than they do to -f -
gain from the rpcently passed Telacom Act of 1].5. AS & result of thias
legislation, thp Bells will be able to enter the ﬂmy profitable long
distance market| without much difficulty. °Cosicurrently, long-distance -

companies will be entering the local-exchange msrket, although we balieve J

that it will prpve unprefitable for them to de so, at least in tha short_ ./

term. We beliefe that the increased cospetition in long-distance will de
Sverely detrimpntal to earnings to the Tier 1 companies for the following
reasons: : o

(1) MORE CAPACITY. As competition intensifies, long-distance pricing will
increasingly cog. under pressure due to the hugs disparity betweaen
transport and ehd-user rates. Transport esssntially costs about
$0.01/minute vs. end-user rates of §$0.10/minute, net of access. The
availability of} this cheap transport creates a significant opportunity for
profitable resale.

(2) DECLINING PRICING. The Big Three (AT&T, MCI and Sprint, which have

market) are sspecially vulnerable to competition in the

e international seagment of the market, which accounts for

r operating income. Historically, competition in this

limited by governmental entry barriers; as these barriers
the next several years, the huge profitability of this

act numerous compatitors, which in turn will drive prices

The long distance companies' costs to provide

e less than $0.10/minute, compared to the $0.90/minute
rice.

market has been
are removed ove
market will att
down to costs.
international

average retall

(3) ENTRY INTO
the competiti
long-term chal
must enter the
discounts will

~EXCHANGE WILL NOT PROVIDE A FULL OFFSET. To offset
pressures in their core businesses and to meet the ‘
nges of the Bells and other competitors, the Big Thres
ocal exchange market. However, it appears that resale

nly be in the 158-20% range (vs. about 90% in

which is not enough to provide profitable resale, in our
ATET, MCI and Sprint will prebably provide local exchange
a combination of resale and owned facilities. )

the latter will be a costly and time consuming process
and, in the initial years, will put pressure in earnings.
Baged on this
Risk) on AT&T

lysis, wa reiterate our ratings of 3M (Neutral, Medium
d MCI*; 2M (Outperform, Medium Risk) on Sprint# and 3H




’
! b-m significh tly ehapc: zinao we finished ocur ruped.
believe that bokh MCI and FON are relatively chup h&q
by 108-15% near term.

* Smith Ba cy ul\ully maintains a market in thn lal:ﬂl:i‘biﬂl!‘ 02 ehil
cowpany. ;
¥ Within thph last thres years, Smith Barney or one of itl l!ﬁlhtﬂ
was the manager| (co~manager) of a public of!oring of the securities of
this company orf an affiliate.

our full text repearch reports and associated onplu are now
distributed overz| First Call Ressarzch Dirxect. For moxe information on
this system, plpase call Research Direct sales at {800) 032-7354
Boston, 44 171 389 7298 lLondon, 813 5213 7300 'Niwo' $32 2522 4159
Hong Xong, 65 25B 35688 Singapore. C v e i
First Call Corpokation ~ all r:.ghts nurv-d ﬁv /345~2500
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